Book Reviews by Thornton, F. W. & Lawton, W. H.
Journal of Accountancy 
Volume 57 Issue 4 Article 8 
4-1934 
Book Reviews 
F. W. Thornton 
W. H. Lawton 
Follow this and additional works at: https://egrove.olemiss.edu/jofa 
 Part of the Accounting Commons 
Recommended Citation 
Thornton, F. W. and Lawton, W. H. (1934) "Book Reviews," Journal of Accountancy: Vol. 57 : Iss. 4 , Article 
8. 
Available at: https://egrove.olemiss.edu/jofa/vol57/iss4/8 
This Article is brought to you for free and open access by the Archival Digital Accounting Collection at eGrove. It 
has been accepted for inclusion in Journal of Accountancy by an authorized editor of eGrove. For more information, 
please contact egrove@olemiss.edu. 
Book Reviews
TAXATION OF FOREIGN AND NATIONAL ENTERPRISES. Volumes 
2, 3, 4 and 5. League of Nations, Geneva.
Volume 1 of the League of Nations series in taxation of enterprises appeared 
in 1932 and reviewed the tax laws of enterprises in France, Germany, United 
Kingdom, Spain and United States of America. The new volume, 2, reviews 
the tax laws of twelve other European nations with special reference to taxes 
that might be assessed again in another country. The reviews of the laws of 
each country are by public officers concerned with the country’s finances, and 
may be accepted as correct at the date they were written.
In considering the application to our own problems of the laws and methods 
of other countries we meet with the difficulty that foreign income taxes cover 
much of the same ground that is covered by our federal, state and municipal 
taxes. Thus, Belgium has an “income tax” which includes a tax on land and 
buildings, which apparently is the only tax on these assets. It is computed not 
on actual income from rents or otherwise, but is a tax on “cadastral” income: 
that is, a tax on estimated normal income, averaged for a period of years and 
payable whether the property realizes more, less or no rent. Substantially 
it is a tax based on the services rendered by the government, irrespective of 
actual profit or loss, not regulated in accordance with supposed ability to pay. 
A similar tax is imposed in the Netherlands.
The full schedules of rates given for each country can be of use as general 
indications of methods employed, but even though tax laws of European 
countries are more stable than ours they do suffer constant change, especially 
as to rates, and the exact figures given are probably out of date already.
Without doubt some of the countries of Europe want to be fair; the tax 
laws and regulations of Austria, Greece, Italy and the Netherlands contain 
much that is highly creditable to the integrity of those countries. The last 
named of these four, said to be the third in importance of colonial possessions 
and therefore deeply affected by double taxation, credits against total taxes 
of a taxpayer, assessed in the Netherlands, an amount equal to the tax that 
would have been assessed in each colony or foreign country on income arising 
in that colony or foreign country if assessed at the same rates and in the same 
way as it would be if earned in the Netherlands. This deduction from tax is 
allowed whether the amount actually paid in the colony or foreign country be 
greater or less than it would be as computed under Netherland rates, and it is 
allowed in some cases even if no tax has been paid abroad.
Italy has some of the most direct provisions; income from dividends may not 
be again taxed—it has already been taxed. If more money were wanted the 
rate of tax would be raised, but one tax would not be piled on another. Also, 
Italy has a “bachelor tax,” but as it is not applicable to foreigners its mention 
in this book seems beside the question.
Other countries have laws that are greatly modified by treaties and by reci­
procity clauses. The Netherlands collects tax from branches or subsidiaries 
of foreign corporations “on the basis of their own results (accounts).” Other 
countries allocate profits and income on various arbitrary bases, several fixing 
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the profit of a selling subsidiary of a foreign manufacturer at one-third of the 
whole profit, leaving two-thirds as the share accruing from manufacturing 
processes.
There is allowed to the administrators of the tax laws in European countries 
an amount of discretion that we dare not entrust to our officers. There seems 
to be an absence of a mass of disputed cases dragging along, subject to appeals 
to law courts and boards of lawyers. The officers in charge of collections can 
settle nearly all disputes.
Some few countries have such complex laws that reciprocity seems afar off; 
Switzerland, with its twenty-odd canton governments is almost as badly mixed 
in the matter of income taxes as we are; Czechoslovakia, with tax piled on tax, 
regulation piled on regulation, is another difficult case.
Almost every review in this book speaks of “balance-sheets,” meaning 
balance-sheets plus profit-and-loss accounts; perhaps they call our six-column 
trial balance a balance-sheet.
Book 3 is a study similar to that in book 2, but dealing with countries other 
than European, and, strangely enough, with the three states, New York, 
Massachusetts and Wisconsin.
There is noted a novel provision in the law of British India: profits made by a 
foreign branch are not taxable until brought into India and if left for three years 
abroad become capital and are not taxed at all.
Japan has abandoned its old principle of taxing industry in proportion to the 
amount of its business irrespective of profit; now the tax is a tax on gains. 
Here, too, is an interesting variation from the usual: persons are taxable only 
on income of a “recurring nature”; profits of a casual kind, not part of the reg­
ular business, are not taxable to persons although taxable to corporations.
Mexico, objecting to double taxation within its own borders, collects no 
income tax from rental income because the real property is taxed locally.
Comparison of principles of taxation, as between New York, Massachusetts 
and Wisconsin, makes it evident that there is no more uniformity of ideas 
between the several states of the union than between the nations of the earth.
Generally speaking, this volume indicates that countries other than those 
of Europe vary in about the same way and to about the same degree as the 
European nations.
Book 4, a discussion of “Methods of allocating taxable income,” by Mitchell 
B. Carroll, contains on page 13 a sentence that sums up accurately the diffi­
culties of the situation. It says:
"Fiscal policy is influenced to an incalculable degree by the economy of 
countries.”
This volume contains a discussion of methods used by the several countries 
and an exposition of the factors operating to do injustices. The more grasping 
countries, such as the Irish Free State, British India, etc., allocate to themselves 
the whole of the profits on goods manufactured or partly manufactured within 
their boundaries, no matter where sold, while Mexico, on the other side, allo­
cates to itself all profit on goods sold in Mexico, leaving nothing for the parent 
manufacturing company. Goods made in the Irish Free State and sold by a 
subsidiary in Mexico, therefore, would be taxed on the full profit in Mexico 
and in the Irish Free State, even though the principle of exemption of foreign 
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profits were accepted. Most other countries divide income between manu­
facturing and selling profit; some European nations make the division one-third 
to selling and two-thirds to manufacturing. We, too, allocate profit as between 
manufacture and sale. We have become a manufacturing nation, and it pays 
us to do so. We sell more than we buy. The nations of the British common­
wealth divide profit between manufacture and sale, and some of them are 
manufacturing nations and some are not. British India is an exception, hav­
ing quite a greedy arrangement.
There is a discussion of the accounting requirements of the several tax laws. 
It is stated that every country except Great Britain required the taxpayer to 
permit the authorities to examine his books of account.
Certain countries, the Netherlands and Greece, for example, tax only 
distributed profits—dividends—and the determination of the amount of 
dividend derived from trade in foreign territory offers another, difficulty in 
avoiding double taxation.
There may be avoidance of double taxation or “relief” from double taxation. 
These are by no means synonymous. It is possible, after allocation has been 
made, to tax in each country the profit made in that country; or the home 
country may tax the entire profit, no matter where made, and allow a deduction 
from the tax of all or a part of the corresponding tax paid to a foreign country. 
The first plan is adopted by countries with relatively low rates of tax. It pays 
them to do so. The second plan is used by countries like the United States 
of America, which have tax rates so much higher than other countries that the 
rebate of the amount paid abroad still leaves a substantial tax to be paid here. 
It is immoral, of course, since Americans trading abroad have to compete with 
others who have to pay only the tax of the country in which they sell. It is a 
material discouragement to United States exports. If a person, having to pay 
part of his tax under the highest bracket, 63 per cent., has foreign income on 
which he pays abroad say 20 per cent., the United States collects 43 per cent, 
of that foreign income. If foreign income were tax exempt the United States 
would get nothing, and this is the rule in several countries. Much difference 
exists between the avoidance of double taxation and the “relief" which such 
laws as those of this country afford. More might have been said by the 
author of this book on this subject. There is an appearance of an assump­
tion that the two plans are of about the same effect.
The last part of this volume is devoted to “pre-requisites for a regime of allo­
cation.” Here again the author condenses into one sentence the enormous 
difficulty of the case, thus:
“ It is impossible to formulate a general regime of allocation without estab­
lishing uniform principles of jurisdiction, and this involves the modification 
of the fundamental provisions regulating liability in some tax laws and the 
placing of limitations on such provisions in other laws.”
There follows a discussion of changes that would be necessary to bring about 
uniformity in taxing principles. It is an intelligent discussion, with a strong 
underlying optimism. The author is presumably better informed than most 
of us—no doubt he is. The spectacle of the several nations, in the interest of 
abstract justice, agreeing on a plan that necessarily must help some and injure 
others would compare strangely with the spectacle of the same nations confer­
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ring for years without result on a plan for mutual disarmament that would 
help all.
Book 5, “Allocation accounting for the taxable income of industrial enter­
prises” by R. C. Jones, of Yale university, is an attempt to set forth a definite 
scheme of accounting applicable to enterprises operating in more than one 
jurisdiction. It opens with some general discussion, covering no ground not 
covered by volume 4, and then proceeds to give definite methods of accounting 
with illustrative entries, applicable when the nations have agreed to base their 
tax laws on the ideas of Professor Jones.
It is too soon to lay out such plans. We do not know that any of the con­
ditions for their use will ever exist. When the nations agree (if they ever do) 
on any uniformity of taxing principles it will be time to arrange branch account­
ing in accordance with the agreement.
*****
The whole work is an exhaustive display of the taxing methods, rates and 
inequities existing at the dates when the data were obtained. The comments 
are tinged with an optimism that few will share. We pay income taxes here 
and distrust all government professions of desire to be fair to foreigners just 
as we distrust the professions of governments that they desire peace while they 
clamor for bigger navies and increase other armaments. After all, double 
taxation is commercial war; the problem to be solved is not unlike that of dis­
armament, but is a little more difficult because a solution would neither increase 
income nor decrease expenses of governments.
F. W. Thornton
FEDERAL TAX HANDBOOK 1933-1934, by Robert H. Montgomery. 
The Ronald Press Company, New York. Cloth, 1091 pages.
It was with a chuckle of amusement that I opened Mr. Montgomery’s 
Federal Tax Handbook 1933-1934. I had just been glancing over the 1933 form 
for individual income-tax returns and my eye was caught by the bland advice 
in bold type “if you need assistance in preparing this return, go to a 
DEPUTY COLLECTOR OR TO THE COLLECTOR’S OFFICE.” “Just like that!” I 
thought to myself, “Why waste time and brain matter poring over a thousand 
or more pages of such eminent authorities as Montgomery and Klein, when a 
visit to the collector’s office will solve all my problems in a jiffy? ” However, 
remembering some of the types of political appointees I have met, also that the 
board of tax appeal has ruled that advice from treasury agents is not controlling, 
I addressed myself to the handbook with old-time confidence.
Most of us are fully aware that the act of 1932 made some radical changes in 
income-tax procedure, which by itself justifies a new edition of Mr. Mont­
gomery’s guide, the last one having been issued in 1929. What is not so 
generally appreciated is that there have been many rulings by the treasury de­
partment and decisions by the board of tax appeals and the courts which have in 
many cases upset or greatly altered long established interpretations. As the 
author well says “it is obvious that taxpayers can not afford to assume that 
they understand the application of the law because they made returns under it 
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last year” (p. iii). Any accountant who has assisted in making out income- 
tax returns during the last two years will readily agree.
It may seem to some that issuing this edition at a time when congress was 
about to revise the income-tax law was premature. It is true that the bill 
before congress as these notes are written makes a few drastic changes, e. g. re­
vamping the capital gain or loss provisions, depriving, in effect, all banks of the 
benefit of the exemptions with respect to tax-free securities, etc., but these are 
matters of common knowledge which the up-to-date accountant will take into 
consideration when consulting the handbook in preparing returns for 1934. As 
the act is not retroactive (at least at the present writing) all returns for 1933 and 
for fiscal years ending in 1934 will be governed by the act of 1932.
W. H. Lawton
INTERMEDIATE ACCOUNTING, VOL. II, by Jacob B. Taylor and 
Hermann C. Miller. McGraw-Hill Book Co., Inc., New York. Cloth, 
476 pages. 1934.
The second volume of Intermediate Accounting maintains the high standard 
set by the authors in the first volume for lucidity and practicalness. Students 
in the second half of the second year at Ohio State university learn to apply the 
general principles of higher accounting acquired in the first half of the year to 
different types of business, such as consignments, instalment sales, branch 
houses, etc. They are then led into the more complicated accounting involved 
in mergers of corporations, consolidated balance-sheets and statements, and 
finally the accounting peculiar to the winding up of concerns—receiverships, 
liquidations and partnership settlements. A final chapter deals with account­
ing for and reports required in settlements of estates and trusts. As in the first 
volume, the method of teaching is mainly by setting concrete problems to be 
solved, of which there is an ample and well selected supply.
The appendix contains a brief survey of the fundamentals of United States 
income and estate tax laws, which seems rather out of place at this stage of ac­
counting education. A student who has gone only this far would hardly be 
qualified to prepare an income-tax return, much less an estate tax return, but 
he may think he is ! One is reminded of the old saw “ A little learning is a dan­
gerous thing!”
W. H. Lawton
AUDITING, by the late Lawrence R. Dicksee. 15th edition by Stanley 
W. Rowland. Gee & Co., London. Cloth, 1132 pages. 1933.
Perusal of Mr. Rowland’s revision of Dicksee’s Auditing in its fifteenth edi­
tion leaves the American reader somewhat at a loss whether to classify it as “a 
practical manual for auditors ” according to its sub-title, or as a compendium of 
legal decisions affecting an auditor’s responsibilities and liabilities. Out of 
eleven hundred and thirty pages only about three hundred are given to auditing 
practice and procedure, the rest of the book consisting of long extracts from 
English laws governing companies and very full decisions and opinions of Eng­
lish courts in cases where suits for damages were brought against professional 
auditors. The latter will be useful to American readers as indicating English 
precedents which may be cited in cases sure to arise under the securities act of 
1933.
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Two points discussed by Mr. Rowland will be noted by the student interested 
in comparing English with American practice. One is the matter of secret re­
serves. In the Royal Mail case, of which a very full report is given, much was 
said by counsel and judges as to the propriety of allowing directors to conceal 
secret reserves at all, although, as was said by one of the judges, this was prac­
tically irrelevant, the real issue being whether or not Lord Kylsant and Mr. 
Morland, the auditor, fraudulently concealed the fact from the shareholders. 
Nevertheless it started a controversy among professional accountants as to 
whether secret reserves were or were not ever justifiable. From Mr. Rowland’s 
discussion it would seem that many of our English confreres are reluctant to 
condemn the practice entirely.
The other point is the question of the proper use of “certificate” as compared 
with “report.” Quoting the section of the companies act of 1929 which re­
quires auditors to make a report which shall state
“ (a) whether or not they have obtained all the information and explanations 
they have required; and
“ (b) whether, in their opinion, the balance-sheet referred to in the report is 
properly drawn up so as to exhibit a true and correct view of the state of the 
company’s affairs according to the best of their information and the explana­
tions given to them, and as shown by the books of the company.” (Sec. No. 
134.)
Mr. Rowland goes on to say: “ It is rather important to notice that the report 
. . . falls into two parts, the one containing a statement of fact, and the other 
an expression of opinion,” and as an expression of opinion, “that it must always 
be incorrect and misleading to call it a ‘certificate,’ a name which can be proper 
only to a statement of ascertained fact” (p. 316).
It is interesting to note that the author’s opinion is quite in line with the form 
of “certificate” proposed by the Institute and approved by the New York 
stock exchange.
W. H. Lawton
A STUDY OF CORPORATION SECURITIES, by Arthur S. Dewing, 
The Ronald Press Company, New York. 427 pages. 1934.
Beginning with an historical sketch of the growth of corporations and their 
securities the author of A Study of Corporation Securities proceeds to consider 
the several kinds of corporation securities, discussing par and no-par stocks, 
stated capital, bonds, debentures and other securities, and covers the ground far 
better and more thoroughly than any similar work known to me.
Mr. Dewing has no small contempt for legal or other fictions; for example he 
says (pages 88-89) that
“Stated capital may be increased or decreased at will; in 1933 there were 
almost countless cases in which the stated capital was reduced to absorb large 
capital losses. . . . Stated capital, which can be manipulated upward or down­
ward according to the purposes of the stockholders and their directors, as a 
means of giving protection to creditors, is a form without substance.”
The idea put forward at some congressional committee meetings that balance- 
sheets should be representations of absolute money values of assets and liabili­
ties is disposed of effectually on page 78. The author shows that even at the 
date of organization, except perhaps in the case of financial institutions, the 
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composite group of assets can not be absolutely valued in terms of money by any 
human being, but must be stated at arbitrary values—intelligent estimates— 
and he further expresses the opinion that a balance-sheet professing to give 
absolute money values is fraudulent.
Hardheaded and matter-of-fact throughout, this author has produced a book 
that does honor to his ability, his industry and his sense of justice. It is a real 
acquisition.
If anything be questioned it might be his opinion that the cumulative 
privilege is of little value as applied to preferred stock (page 171). At this 
time many large corporations are paying up arrears; for example Goodyear 
Tire, U. S. & Foreign Securities, Tung Sol Lamp, and no doubt, if business im­
proves, U. S. Steel will pay up arrears on its preferred stock. These are only a 
few among many.
There is an excellent index, and it is needed, for the book is not easy reading 
and must be read and read again before it can be fully digested. It is not full of 
padding but is all meat.
It would be well if a copy could be placed in the hands of every congressman 
and senator, especially those who have a place in the council of the administra­
tion that deals with securities and the accounting for them.
F. W. Thornton
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